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1 . ADB PRESIDENT HAS ADVISED THAT PRESENT INDICATIONS ARE 
THAT BOARD OF DIRECTORS WILL NOT REPEAT NOT SUPPORT MANAGE- 
MENT PROPOSAL TO INCREASE ORDINARY CAPITAL LENDING RATE 
FROM 8.75 TO 9.15 PERCENT AS PROPOSED REF E. HE ALSO SAID 
FRENCH AND CANADIAN DIRECTORS HAD INDICATED TO HIM THEY 
WOULD SUPPORT 9.10 PERCENT RATE THAT HAD BEEN PROPOSED BY 
SOME LDC DIRECTORS AS ALTERNATIVE TO MANAGEMENT PROPOSAL. 
IN THIS REGARD, PRESIDENT SAYS HE FEARS THAT HE AND UNITED 
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2. IN USADB'S VIEW, LENDING RATE ISSUE IS NOT BEING 
JUDGED ON ITS OWN MERITS AND INDIVIDUAL DIRECTORS ARE 
PLAYING POLITICS FOR VARIOUS REASONS. FOR EXAMPLE, 
AUSTRALIAN DIRECTOR APPEARS WILING TO ACCEPT LOWER RATE 
TO GAIN SUPPORT FOR HIS PROPOSAL TO ABOLISH PENALTY 
INTEREST RATE FOR SINGAPORE/HONG KONG. FRENCH DIRECTOR 
IS BEING OBSTREPEROUS ON INTEREST RATE ISSUE BECAUSE HE 
BELIEVES ADVANCE BORROWING IN U.S. PRIVATE CAPITAL MARKET 
IS UNNECESSARY AT THIS TIME. IN ADDITION, DIRECTORS FROM 
KOREA, PHILIPPINES AND PAKISTAN ARE STILL IRRITATED THAT 
UNITED STATES INSISTED ON RETROACTIVITY OF RATE FOR THREE 
DEVELOPMENT BANK LOANS APPROVED IN JUNE FOR THEIR 
RESPECTIVE COUNTRIES. 

3. GIVEN ABOVE SITUATION, USADB BELIEVES IT IS ESSENTIAL 
FOR USG TO CONTACT CERTAIN MEMBER GOVERNMENTS ASAP (I.E., 
AUSTRALIA, CANADA, FRANCE, GERMANY, JAPAN AND UNITED 
KINGDOM AMONG DEVELOPMENT COUNTRIES AND INDONESIA, KOREA 
PAKISTAN, PHILIPPINES AND THAILAND AMONG LDCS) TO POINT 

OUT SERIOUS REPERCUSSIONS IF BOARD FAILS TO ACCEPT 9.15 
PERCENT RATE. IN THIS REGARD, YOU MIGHT WISH TO NOTE 
THAT (A) ANY EROSION FROM PROPOSED RATE COULD SET 
UNFORTUNATE PRECEDENT FOR FUTURE AND COULD HAVE ADVERSE 
EFFECT ON USG EFFORTS TO OBTAIN FUNDS FOR ADB FROM U.S. 
CONGRESS; AND (B) REDUCTION FROM PROPOSED RATE COULD 
REACT UNFAVORABLY REGARDING PROPOSED ADVANCE BORROWING 
IN U.S. MARKET. YOU SHOULD ALSO NOTE THAT ITEM IS 
SCHEDULED FOR CONSIDERATION BY ADB BOARD OF DIRECTORS 
ON THURSDAY, JULY 29. 

4. IF USG DECIDES TO PROCEED ON ABOVE BASIS, WE SUGGEST 

THAT U.S. MISSIONS BEING CONTACTED BE ASKED TO REPEAT MEMBER 
GOVERNMENT RESPONSES FOR USADB IN VIEW TIME ELEMENT. 
SULLIVAN 
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